We examine the implications for borrowing costs of including collective-action clauses in loan contracts. For a sample of some 2,000 international bonds, we compare the spreads on bonds subject to UK governing law, which typically include collective-action clauses, with spreads on bonds subject to US law, which do not. Contrary to the assertions of some market participants, we find that collective-action clauses in fact reduce the cost of borrowing for more credit-worthy issuers, who appear to benefit from the ability to avail themselves of an orderly restructuring process. In contrast, less credit-worthy issuers pay, if anything, higher spreads. We conjecture that for less credit-worthy borrowers the advantages of orderly restructuring are offset by the moral hazard and default risk associated with the presence of renegotiation-friendly loan provisions.
Introduction
Collective-action clauses to facilitate the orderly restructuring of problem debts are one of the key elements of the so-called new international financial architecture. There is now widespread agreement that the International Monetary Fund should no longer provide large-scale financial assistance to prop up shaky currency pegs and bail out private investors (see e.g.
Council on Foreign Relations 1999), but any such commitment, by the IMF or the international policy community more generally, will lack credibility so long as there do not exist other ways of resolving financial crises. A loss of investor confidence that causes capital flows to reverse direction, forcing an abrupt devaluation and increasing the burden of interest and amortization, can make it impossibly expensive for an emerging-market economy to keep current on its external debts. But because debt restructuring is so costly and disruptive, the international policy community is reluctant to contemplate this scenario. Hence, the IMF's commitment not to run to the rescue of a shaky currency peg and to provide the hard currency needed to pay off private investors may lack credibility. The consequent expectation that an international rescue operation will be mounted, IMF statements to the contrary notwithstanding, therefore continues to create moral hazard in international financial markets. This is the problem that collective-action clauses are designed to solve. While such clauses have long been included in syndicated bank loan contracts, they are typically absent from bonds issued under U.S. law. These American-style bonds lack sharing clauses to discourage maverick investors from resorting to lawsuits and other ways of obstructing settlements beneficial to the debtor and the majority of creditors alike. They require the unanimous consent of bondholders to any restructuring, creating almost insurmountable hurdles to orderly negotiations to alter payment terms. They lack clauses specifying who represents the 1 Folkerts-Landau (1999), p.2. 2 bondholders and making provision for a bondholders committee or assembly.
The addition of sharing, majority-voting and collective-representation clauses to bond contracts was thus suggested by the G10 in its post mortem on the Mexican crisis and echoed in a series of G7 and G22 reports and declarations (see Group of Ten 1996, Group of Twenty Two 1998, Group of Seven 1998). The G-7 subsequently placed the issue on its work program for reforming the international financial system. U.S. Treasury Secretary Robert Rubin endorsed it in a speech designed to set the agenda for the spring 1999 meetings of the IMF's Interim Committee (Rubin 1999) . G7 finance ministers embraced it in their Cologne Summit report on strengthening the international financial architecture (Group of Seven 1999 ).
Yet words have not led to deeds. This lack of progress is attributable in turn to the opposition of the markets and some developing countries. Collective-action clauses, they object, would raise borrowing costs. Easier restructuring, by heightening the temptation for borrowers to walk away from their debts, would render the markets reluctant to lend. The consequences would include "a prohibitive increase in borrowing costs at a time when trillions of dollars are needed for infrastructure finance in [developing] ... countries." 1 The rebuttal is that making provision for orderly restructuring could render emergingmarket issues more attractive by minimizing acrimonious disputes, unproductive negotiations, and extended periods when no debt service is paid and growth is depressed by a suffocating debt overhang. As The Economist put it in a recent article, "the prospect of an orderly renegotiation 2 Economist (1999), p.21. 3 rather than a messy default might actually make some bonds more attractive."
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The analogy with domestic bankruptcy procedures supports this more optimistic interpretation. Few market participants presumably would argue for the abolition of bankruptcy laws and the reinstatement of debtor's prison to discourage borrowers from walking away from their debts; they would acknowledge the need to balance the ex ante bonding role against the ex post efficiency advantages of being able to restructure problem debts. To be sure, recent proposals may move too far from one extreme to the other. Given the legal immunity sovereign borrowers enjoy and the special difficulties of seizing the assets of foreign borrowers in general, it could be that collective-action clauses would too seriously weaken the bonding role of debt, resulting in a prohibitive rise in the cost of borrowing for emerging markets. But this is an empirical question.
It is a question informed by remarkably little evidence. This is perplexing, since there in fact exists a market in London on which British-style bonds with collective-action clauses are issued and traded. Comparisons of the spreads on these bonds with spreads on otherwise equivalent American-style instruments are an obvious way of evaluating the afore-mentioned arguments.
In practice, the comparison is not straightforward. Not only does one have to control for borrower characteristics and market conditions affecting emerging-market spreads, but the choice of governing law is presumably endogenous. Borrowers who anticipate having to restructure may be attracted to instruments that anticipate this eventuality, as may be lenders 3 American-style bonds may be preferred, in other words, because the inability to reschedule and the reputational damage on account of outright default renders to such debt a de facto senior status. 4 who value quick resolution. Alternatively, borrowers thought likely to default on their obligations may incur the greatest surcharge if they issue a bond with collective-action provisions, encouraging them to opt for bonds that exclude these clauses.
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In addition, there is the fact that not all borrowers will be in the market at all times.
When financial conditions tighten, for example, high-risk borrowers tend to be rationed out of the market. This selectivity will bias ordinary-least squares estimates of the relationship between characteristics of the borrower and his loan contract, on the one hand, and the spread he pays, on the other. This bias will contaminate efforts to recover the impact of collective-action clauses on spreads even when these control for the endogeneity of the choice of governing law.
This does not mean that collective-action clauses are impossible to analyze, only that this must be done using a framework that takes these problems into account. In this paper we develop such a framework. We attempt account both for the endogeneity of the choice of governing law and for changes in the composition of the pool of borrowers. We implement the model using data on emerging market bonds for the period 1991-1998.
The results suggest that collective-action provisions in fact reduce borrowing costs for the most credit-worthy issuers, who benefit from being able to avail themselves of orderly restructuring. Less credit-worthy issuers, in contrast, do not enjoy lower spreads; if anything, the opposite is true. We conjecture that for less credit-worthy borrowers the advantages of provisions enabling restructuring are offset by the moral hazard and default risk associated with 4 For details on the material in this section, see Buchheit (1998a, b, c) . 5 Many bonds provide for lowering the necessary quorum to 25 per cent if 75 per cent of the bondholders cannot be reached. 6 Although there are exceptions. Some US-style bonds also provide for amendments, even to payment terms, with the approval of a qualified majority of bondholders. 5 the presence of renegotiation-friendly loan provisions.
Background
International bonds governed by UK law typically include provisions aimed at ameliorating collective-action problems. 4 They enable the holders of debt securities to call a bondholder assembly with the power to appoint a representative to negotiate with the debtor.
That assembly can pass extraordinary resolutions addressing issues relating to the settlement of defaults or other modifications to the original bond covenant subject to the consent of bondholders holding a clear majority of the outstanding principal (typically, 75 per cent). consent. This regulation was adopted in response to the belief that corporate insiders had taken advantage of bondholders in the widespread defaults of the early 1930s by forcing through restructurings that enriched the holders of equity at the expense of holders of debt. New Yorklaw sovereign bond documentation since 1939 has generally followed the precedent set by the 8 Launch spreads were not reported for 358 bonds; these were principally bonds issued in currencies other than the U.S. dollar, the Japanese Yen, and the German Deutsche Mark. For 1997 and 1998, we do have spreads on Italian Lira bonds, which increased in frequency in these years, and also on bonds denominated in British pounds. For purposes of the regression analysis, we lost an additional 44 observations owing to the absence of complementary country characteristics.
9 For 133 bonds, no law was specified. We have included them in the "other" laws category. Also, three bonds had both UK and U.S. laws. We have categorized these as U.S. law bonds (though none of our results is sensitive to this procedure).
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Trust Indenture Act in shunning collective-action clauses even though the rationale for Section 316(b) does not obviously apply to sovereigns.
Thus, the different provisions of U.S. and UK bond issues would appear to be an example of historical path dependence, in which historical events in the distant past continue to influence arrangements and outcomes in the present (Roe 1987) . 11 That these are launch spreads is important, since spreads at the time of issue behave differently than spreads on the secondary market. In particular, in poor market conditions when secondary spreads rise, launch spreads generally fall. This reflects the tendency for the number of issues to decline and for only the most creditworthy borrowers to come to the market when global financial conditions tighten. We return to this below. 12 The comparison is not possible for other regions (the Caribbean and Sub-Saharan Africa, for example), since we do not always observe bonds subject to both governing laws. This underscores the importance of modeling governing law as a choice variable, as we do below. 8
Bond Issuance Under Different Laws
Asian borrowers tend to issue more frequently under UK law than borrowers from other regions.
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Spreads for bonds subject to UK law have been lower through most of the 1990s than bonds subject to U.S. law. 11 This differential, while not large, is consistent over time (Table 1) .
It not consistent across regions or types of borrowers. While East Asian issuers appear to pay lower spreads under UK law, the same is not true of Latin American and Eastern European borrowers. Private and non-sovereign public borrowers pay lower spreads under UK law, but not sovereigns.
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These patterns suggest that different borrowers may be affected differently by collectiveaction clauses. They point to the possibility that more credit-worthy borrowers (East Asians as opposed to Latin Americans for much of the 1990s) may enjoy lower spreads when their bonds are subject to renegotiation-friendly UK governing law, in contrast to less credit-worthy borrowers, for whom the advantages of provisions facilitating orderly restructuring may be offset by moral hazard and additional default risk. Similarly, there is a hint that creditors prefer US law when lending to sovereigns because of the moral hazard associated with the combination 13 This is emphasized by Petas and Rahman (1999) . Pointing in the same direction is the fact that the maturity of bonds tends to be relatively low in both the lowest and highest credit rating categories. It would appear that while issuers with low credit quality are constrained to low maturities by the market, issuers with higher credit quality value the bonding role of short-term debt.
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of easy restructuring and sovereign immunity.
On average, bonds issued under "other laws" carry lower spreads. We suspect that this is picking up the impact on spreads of borrowers' ability to access the German and, particularly, the Japanese market, where for much of the period funds were cheap and plentiful. This makes it hard to know what the low spreads on these issues really reflect. We focus, therefore, on the comparison between bonds subject to UK and U.S. laws. Investor country credit rating. The frequency of a bond being governed by UK law relative to U.S. law (henceforth we refer to this as the ratio of bonds subject to UK law) is highest in the highest credit-rating categories. Thus, a common omitted variable --credit quality --could conceivably explain the apparent association between issuance under UK law and low average spread. Note, however, that the lowest credit rating category, 0-30, also has a relatively high ratio of bonds subject to UK law, consistent with the notion that provisions facilitating orderly restructuring are valued when the likelihood of default is high. 13 Again, this points to the potential for simple comparisons to mislead.
Figure 2 underscores the importance of controlling for endogeneity and selectivity when analyzing the impact of different governing laws. There is a strong inverse correlation between 14 We have shown elsewhere (Eichengreen and Mody 1998a) that in periods when investor sentiment toward emerging markets is favorable, average (primary) spreads on new issues tend to be high, since a large number of (less credit-worthy) issuers come to the market. Conversely, in periods when investor sentiment turns against emerging markets, only countries with good credit ratings are able to access the market; hence primary spreads tend to fall with the volume of new issues. 10 the ratio of bonds issued under UK law and their spreads relative to U.S.-law bonds, as if borrowers respond to price incentives. But the fact that the average spread (averaged over both markets) covaries positively with the ratio of UK law to US law spreads suggests that the phenomenon is in fact more complicated. Following the Mexican crisis, sentiment toward emerging markets worsened, and aggregate bond issuance fell. But as Figure 2 shows, average primary (launch) spreads also declined in 1995, since only relatively creditworthy borrowers were still able to access the market. 14 Moreover, it would appear that borrowers who retained market access even under these difficult circumstances were also less subject (than those screened out) to distrust arising from easy rescheduling, since the ratio of spreads under UK relative to US law meanwhile declined. In contrast, in 1998, when there was a more widespread crisis and generalized reduction in market access, spreads again widened, but this time the distrust associated with easy rescheduling simultaneously rose (as reflected in the ratio of UK-to US-law spreads).
Again, these observations highlight the importance of correcting for both selectivity and endogeneity when attempting to estimate the associated effects.
Methodology
The typical model employed in studies of emerging-market spreads is a linear 15 The full set of results for these multinominal logits is presented in Appendix 1. 11 relationship of the form:
where the dependent variable is the logarithm of the spread, X is a vector of issue, issuer, and period characteristics, and u 1 is a random error.
Such models are commonly estimated by ordinary-least squares. But OLS will be biased if the choice of governing law is endogenous or the sample of observed issuers differs from the population of potential issuers. To deal with simultaneity, we estimate equation (1) using modified instrument variables. We first use a multinominal logit to determine the choice of governing law (where we take US, UK and other as the three alternatives). 15 We then construct the fitted probability that a particular bond is governed by one of these laws and use the estimated probabilities rather than the actual values in our second-stage regression.
Even with the choice of governing law instrumented in this way, equation (1) will not provide an unbiased estimate of the relationship between governing laws and spreads if not all potential issuers are in the sample. The spread (and its relationship to issuer and issuer characteristics) will be observed only when positive decisions to borrow and lend are made.
Assume that spreads are only observed when a latent variable B crosses a threshold B' defined by:
16 Maddala (1983) describes a methodology for implementing a double selection model, which extends Heckman's approach by estimating two Inverse Mills ratios for the two choices (borrow or not to borrow and the governing law under which to borrow). That approach is not straightforward to apply here because the governing law involves three choices, whereas the method proposed by Maddala is based on two probits (or a bivariate probit) implying a choice between two options in each case. There is also a common-sensical justification for our approach: namely, that a selectivity-correction should be used when not all outcomes are observed, but that instrumental variables are appropriate when one observes the dependent variable in all cases since the instrumental variables estimator is predicated on fewer strong assumptions. 12
where X' is the vector of variables that determines the desire of borrowers to borrow and the willingness of lenders to lend, and u 2 is a second error term. If the error terms in equations (1) and (2) are bivariate normal with standard deviations s 1 and s 2 and covariance s 12 2 /s 1 s 2 , this is a sample selection model a la Heckman (1979) , and equations (1) and (2) can be estimated simultaneously. They can be identified by the nonlinearity of the fitted probabilities in the selection equation or by the inclusion of elements in X' that are not also in X, and the resulting two-equation system can be estimated by maximum likelihood.
In what follows we report several estimates of our spreads equation: an OLS estimate, an IV estimate which substitutes estimated probabilities for actual governing laws, a selectivitycorrected model that estimates the issue and pricing decisions simultaneously, and a model that both estimates the issue and pricing decisions simultaneously and controls for the endogeneity of the choice of governing law. 16 We regard the results obtained from this last model as definitive, but reporting all our results allows the reader to form his own opinion. 17 The advantage of the Institutional Investor data over the Moody's/S&P ratings used by most previous authors is more complete country coverage and more regular publication. (The data are biannual.) 13
Data and Variables
We estimated this model using data for primary spreads for developing-country bonds issued in the period 1991-98. From Bondware we gathered data on the maturity of each issue, whether it was privately placed, whether the issuer was a private or governmental entity, whether the issue was denominated in dollars, yen or deutschmarks, whether the interest rate was fixed or floating, and the governing law. Building on our earlier work on the bond market, we included as measures of creditworthiness the external debt relative to GNP, debt service relative to exports, a dummy variable for whether the country had concluded a debt restructuring agreement with private or official creditors in the preceding year, international reserves relative to shortterm debt, the ratio of short-term debt to total commercial bank debt, the ratio of outstanding bank credit to the private sector relative to GDP, the growth rate of real GDP, and the variance of the export growth rate. Additional variables not considered in our earlier analysis of bondmarket spreads but included here are the ratio of short-term debt to total commercial bank debt, the ratio of reserves to short-term debt, and the ratio of domestic private credit to GDP. We added these because we found them to be important in a subsequent analysis of spreads on syndicated bank loans (Eichengreen and Mody 1999b) and now suspect that they might also play a role in the bond market.
We also included a measure of country credit worthiness derived from Institutional Investor. 17 Since the raw country credit rating is correlated with (and constructed by the rating 18 In addition to entering these variables in levels, we included interaction terms for each, interacting them with a dummy variable for Latin America. The coefficients on 9 of the 10 independent variables entered with coefficients that differed from zero at the 95 per cent confidence level. (The one exception was the interaction term between the debt/GNP ratio and the Latin America dummy.) The signs of the coefficients are intuitively plausible. Larger reserves, less debt, faster growth and more stable export growth all improve the credit rating, while a recent history of debt rescheduling worsens it. High reserves matter more for credit worthiness in Latin America, while fast growth, stable exports and a recent history of rescheduling matter less. The full equation is reported in Eichengreen and Mody (1998a) . 19 The average term to maturity was 6 to 8 years, depending on which of the samples used below was considered. The ten-year note was also used by previous authors such as Cline and Barnes (1997) , which therefore enhances comparability. The use of the yield curve also brings into play the role of short-term interest rates.
14 agencies partly as a function of) other issuer characteristics, its inclusion creates potential problems of multicolinearity and complicates interpretation. We therefore employed the residual from a first-stage regression in which the credit rating was regressed on the ratio of debt to GNP, the debt rescheduling dummy, the ratio of reserves to GNP, the rate of GDP growth, and the variance of export growth. 18 Since this is a residual from a regression of credit ratings on observable economic characteristics, we interpret it as capturing political risk.
To proxy for industrial-country credit conditions, we used the yield on ten-year U.S.
treasury bonds. Ten-year rates are appropriate since the term to maturity of the underlying asset roughly coincides with that on the international bonds in our sample. We also include a measure of the yield curve, the log of the difference between the ten-year and one-year U.S. treasury rates.
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Finally, estimating equation (2) requires information on those who did not issue bonds.
For each country we considered for three types of issuers: sovereign, public, and private. For 20 For a more complete discussion of these results, see Eichengreen and Mody (1998a) . 21 That is (to repeat), we include only the credit rating residual from a first-stage regression of the credit rating on country characteristics. 22 Other governing laws (mainly German and Japanese) enter with a negative coefficient. As noted above, we suspect that this is picking up the impact on spreads of borrowers' ability to access the German and, particularly, the Japanese market, where for much of the period funds were cheap and spreads were especially narrow.
15 each quarter and country where one of these issuers did not come to the market, we recorded a zero, and where they did we recorded a one. The critical variable is the dummy for UK (versus U.S.) law. Its coefficient is negative but insignificantly different from zero at standard confidence levels. This zero coefficient is inconsistent with the view that the markets severely penalize emerging-market borrowers using collective-action clauses.
Basic Results
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The other columns illustrate the sensitivity of this result to econometric treatment. The 23 Correcting for endogeneity would increase the absolute value of the coefficient on UK governing law if unobserved characteristics that lead to lower spreads also lead to a higher probability of issuance under UK law. Thus, characteristics of borrowers which make UK-law issuers more creditworthy than issuers under U.S. law are attributed to the UK law itself. Correction for selection bias works in an offsetting manner. The negative coefficient on the Inverse Mills ratio, denoted lambda, implies that borrowers not expected to float an issue who come to the market anyway do so because they have unobserved characteristics that work to enhance their creditworthiness, which in turn reduces the spreads that pay (see also Eichengreen and Mody 1998a). However, bonds not predicted to be issued and placed under UK law gain less in terms of lower spreads than do bonds similar in other respects but issued under U.S. law. This bias against the UK law could be meaningful. For example, when market conditions turn poor, new issuance under UK laws would decline and relative spreads increase. Petas and Rahman (1999) show for Kazakhstan and Philippines that during the Russian crisis, the secondary spreads on UK bonds rose more than under US law bonds.
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OLS regression in the first column wipes out the negative (if insignificant) coefficient obtained using our preferred treatment. The instrumental-variables estimate in the second column, which substitutes fitted probabilities that a bond is governed by a particular law for the actual values, yields a positive rather than a negative coefficient. On the other hand, correcting for selectivity without controlling for the endogeneity of the choice of governing law (column 3), yields a larger negative coefficient (with higher statistical significance) than the OLS estimates. It would appear that the OLS estimates are not too different from our preferred estimates of the effect of UK governing law because the biases imparted by failing to correct for selectivity and endogeneity work in opposite directions. 
Differential Effects with Different Credit Ratings
When we distinguish between more and less credit-worthy borrowers, we obtain sharper results. In Table 4 we interact the dummy variables for governing law (or the predicted 24 Note that we now use the unadjusted credit ratings rather than the residuals from a first-stage equation. 25 We also estimate the probit for the issue decision separately for each subsample; the Inverse Mills ratios in Table 5 are constructed from these subsample estimates. Note that the debt rescheduling variable does not appear for subsamples for credit ratings above 50 because there were no post-1990 debt reschedulings for borrowers with those ratings (not surprisingly given how credit ratings are constructed). In addition, we dropped the share of short-term debt in total debt, since this variable had a correlation of nearly 0.5 with the debt/GDP ratio, and the maximum likelihood estimator converged more smoothly without it. The same is the case of the dummy variable for fixed-rate issues, which was highly correlated with the dummy variable for public issuers.
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probabilities of issuance under a particular law) with the four credit-rating categories in Figure   1 . 24 The omitted alternative is the lowest rating category (0-30 on the Institutional Investor scale), for which the effect of the choice of UK governing law can therefore simply be read off from the zero-one governing law dummy. Now there is a strong negative coefficient on UK law for borrowers from the most credit-worthy countries. The coefficient on the interaction term differs significantly from zero at the 95 per cent confidence level. The funding cost advantage of the highest rated category, according to this estimate, is given by the sum of the coefficients on the dummy variable for the UK governing law plus its interaction with the highest creditrating category, which is about -0.45. In other words, the spread paid by borrowers from countries with high credit ratings are about 45 per cent lower when they opt for the UK law rather than the U.S. law. A chi-squared test indicates that the sum of the coefficients differs from zero at the 95 per cent confidence level.
We can further analyze the robustness of these results, and of our specification generally, by estimating the same model separately for each of our separate credit-rating categories. 25 In Table 5 , column 1, we present results for low rated issuers, i.e., issuers with Institutional 26 The relatively small number of observations in the higher credit-rating categories required paring down the number of explanatory variables. 18
Investor rating less than 50, and in column 2 for high rated issuers, i.e., issuers with ratings above 50. Columns (3) through (6) further subdivide low and high rated issuers (0-30, 30-50, 50-70, and 70-100). Allowing for the possibility of differences across rating categories of other country and issuer characteristics would seem sensible; there is no reason to think that the only place these would show up is in the governing law variable. Strikingly, this more flexible set of estimates only reinforces our results. We find a positive and significant coefficient on UK law for the low credit category (column 1), and a negative coefficient and significant for the high categories. We also now obtain a significant positive coefficient for the second lowest credit rating category (0.28, with a t-statistic of 1.83). The further breakdown shows that the effects shift smoothly from a large positive impact of UK governing laws on spreads to a substantial negative impact as we move up the credit quality gradient. The impact is particularly strong at the two extremes (0-30 and 70-100).
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An explanation for this pattern is as follows. More credit-worthy emerging-market borrowers value their capital-market access and are unlikely to walk away from their debts.
Including collective-action clauses in their loan contracts is not a significant source of moral hazard. Indeed, in the exceptional circumstance that they have difficulties in servicing their debts, the fact that they can resort to provisions facilitating the orderly restructuring of their obligations is viewed positively by the markets. For less credit-worthy borrowers, in contrast, the presence of collective-action clauses significantly aggravates moral hazard and increases borrowing costs. Still, the fact that collective-action clauses allow such borrowers to restructure 27 The fact that bonds subject to "other" governing laws (mainly Japanese and German) have unusually narrow spreads alert us to this possibility, since these markets may have been difficult for some borrowers to access despite the fact that spreads were unusually low & especially in Japan & for much of the period in question. 19 in a more orderly fashion is attractive to their creditors. The two effects tend to work in opposite directions, resulting in a relatively small and insignificant overall impact on borrowing costs.
Limitations of the Analysis
In this section we discuss some potential limitations of the analysis reported above. First, there is the danger that we may be mismeasuring the presence or absence of collective action clauses. We have information on the governing law (U.S., UK or other) for each bond issue. In Second, there is the possibility that we are picking up the characteristics of the market in which the bond is issued (London or New York) and its implications for borrowing costs, rather than the impact of the associated governing law and contractual provisions. 27 We have already attempted to sort out these effects by including include in our empirical models a lengthy list of 28 The key results continue to hold whether we estimate the model on the full sample or separately for countries with credit ratings above and below 50. The U.S.-UK interest differential tends to show up with a positive and significant coefficient for the subsample of countries with low credit ratings, but a zero coefficient for the subsample of countries with high credit ratings. 20 economic and financial characteristics of the borrower and the market, which helps to control for the impact of spreads on these other observable characteristics. But, to probe further, we added British interest rates to the spreads equation as an additional, direct measure of UK market conditions. Given its high correlation with U.S. rates, we entered the variable as the difference between U.S. and UK Libor rates.
This extension does not change our basic finding concerning the impact of choice of governing laws on spreads. There is only a slight reduction in the size of the positive coefficient on UK law for borrowers with high credit ratings and no discernible change in the point estimate for less credit-worthy borrowers. There are no changes in levels of statistical significance.
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This is confirmation that what we are picking up are the effects of governing laws and associated contractual provisions and not local credit-market conditions.
Third, there is the possibility that the markets began to focus on the implications of collective action provisions only recently, and that they have therefore begun to price debt securities accordingly only in recent quarters. Since the likelihood of default was low in the first half of the 1990s and the international policy community was not concerned to see that private investors "took a hit," there may have been no particular reason to focus on the presence or absence of these provisions; since the inauguration of discussions of private sector burden sharing, in contrast, legal protections have become a prominent concern. However, this hypothesis is commonly invoked by authors seeking to explain why there appears to be little 29 We also estimated the model for a variety of other subperiods and continued to obtain consistent results, although levels of statistical significance varied. Levels of statistical significance were also reduced when we allowed the coefficients on the other independent variables to vary between the earlier and later periods. But as in Table 4 , we continued to find relatively little impact on spreads for borrowers from countries with low credit ratings, but a generally significant negative effect on spreads for countries with high credit ratings. 21
overall difference in the spreads on issues governed by U.S. and UK law (Petas and Rahman 1999) , where we in fact find evidence of just such differential when we disaggregate by credit quality. This suggests that previous authors may have invoked a spurious hypothesis in order to explain a "nonfact."
Be that as it may, we can test this hypothesis by estimating our model separately for the earlier and later parts of the decade. Estimating the coefficients on governing laws (including those interacted with the credit-rating categories) separately for 1991-1995 and 1996-1998, we find that our key results hold for both subperiods: less credit-worthy borrowers who opt for UK law pay higher spreads while more credit-worthy borrowers opting for UK law pay lower spreads in both 1991-1995 and 1996-1998 . Even before the Asian crisis and the recent policy debate, then, it appears that the markets took cognizance of the implications of legal provisions for default risk and restructuring costs. 
Conclusions and Policy Implications
This paper has marshaled the first systematic analysis of the impact on borrowing costs of collective-action clauses designed to facilitate the orderly restructuring of emerging-market debt. It does so through comparisons of American-and British-style bonds. The analysis is 22 complicated by the fact that borrowers are able to choose which type of security to issue. It is further complicated by the fact that borrowers can decide whether to borrow, lenders whether to lend. Our model attempts to take these complications on board.
The results caution that the impact of contract structure is discernible only when borrowers are disaggregated by credit quality. Results for the whole sample disguise differential effects on borrowers with better and worse credit ratings. Collective-action provisions tend to reduce the cost of borrowing for the more credit-worthy issuers, who benefit from being able to avail themselves of an orderly restructuring process. For less credit-worthy issuers, in contrast, there is evidence of higher spreads. While the point estimates are sensitive to the exact specification and sample chosen, the data show that low rated borrowers (rating less than 50 on the Institutional Investor scale) pay a premium while higher rated borrowers (with rating above 50) earn a discount when issuing under the UK law. We conjecture that for less credit-worthy borrowers the advantages of provisions facilitating an orderly restructuring are offset by the moral hazard and additional default risk associated with the presence of renegotiation-friendly loan provisions.
The results do not support the dire consequences predicted by some market participants of including collective-action clauses in loan contracts. Moreover, the differential effects to which our analysis points suggest that collective-action clauses should become more attractive as economic and financial development proceeds and emerging markets improve their credit worthiness. If the goal of strengthen to reform the international financial architecture is to strengthen market discipline by encouraging investors to more generously reward more creditworthy borrowers and penalize less credit-worthy ones, then the more widespread adoption of 30 Strictly, because the multinomial logit estimates relative probabilities, the signs on the coefficients for any one of the choices are not always the same as estimated when a full accounting of the relative choices is made. 24
Appendix 1: Multinomial Logit Results
In this appendix we report the results of estimating a multinomial logit for the choice between the three governing laws, from which we construct the corresponding probabilities.
The logit is highly significant as an equation, explains 35 percent of the variation in the dependent variable, and many of the individual coefficients enter with plausible signs. While some variables point to a higher credit quality leading to a preference for UK over U.S. law, others suggest, as in Figure 1 , that especially low credit quality may lead to a preference for UK law. 30 Issuers choosing UK law tend to have low debt/GNP ratios. Public issuers other than sovereigns have a lower probability of choosing UK law issuance relative to sovereigns; and private issuers, presumably with the lowest credit, are least likely to issue under the UK law.
Latin American borrowers, whose credit quality has generally been lower historically than that of East Asian issuers, also have a lower probability of choosing UK law. Working in the other direction, a low credit rating residual (implying high political risk) and a low growth rate are positively associated with the probability of preferring UK governing law. The probability of choosing UK law increases when maturities are short and loan amounts are small, consistent either with low credit quality or with higher credit quality issuers who may wish to rollover frequently (as discussed above in the context of Figure 1 ). 
